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 Is Canadian CPI Beginning A Slow Turn Lower?  

 Headline inflation eased slightly and core was unchanged… 

 ...which for now puts little pressure on the BoC’s neutral bias 

 Higher frequency inflation may be turning after a Q2 anomaly... 

 ...with considerable breadth that may build into 2020… 

 ...as activity readings cool… 

 ...thus leaning against complacency toward the BoC’s bias 

 The BoC may have cherry-picked differences between 2015 and now… 

 ...that merit continued emphasis upon tracking data and external factors 

 

Canada, CPI m/m % / CPI y/y %, NSA, August: 

Actual: -0.1 / 1.9 

Scotia:   -0.4 / 1.7 

Consensus:  -0.2 / 1.9 

Prior: Unrevised from 0.5 / 2 

 

Canada, Core Inflation y/y %, August: 

Average: 2.0 

Common Component: 1.8 (prior 1.9) 

Trimmed Mean: 2.1 (prior 2.1) 

Weighted Median: 2.1 (prior 2.1) 
 

There is no big imminent reason to get fussed about the latest update on 

Canadian inflation but I’ll offer some evidence on how the dynamic may be 

changing at the margin.  

First, the figures largely met consensus expectations for a small headline 

deceleration to 1.9% y/y while core inflation measured as the average of the three 

central tendency measures remained sticky at 2.0%. That keeps core on top of 

the mid-point of the BoC’s 1–3% target range (chart 1).  

That said, price pressures may be easing on a higher frequency trend basis into 

Q3 at the same time that activity measures are coming in weaker so far. At the 

margin, price pressures are cooling. CPI was up by 3.4% q/q at a seasonally 

adjusted annualized rate (SAAR) in Q2 and is tracking a 2.0% rise in Q3. Indeed, 

Q2 was the outlier in terms of the recent quarterly trends (chart 2).  

This softening at the margin into Q2 has breadth as it is occurring across a majority 

of categories. Seasonally adjusted CPI that excludes food and energy was up 2.9% 

in Q2 and is tracking a cooler 1.9% rise in Q3. Within the mix, six out of eight 

categories are tracking a lower rate of price increases in Q3 than Q2. Shelter costs 

are tracking 1.0% q/q SAAR in Q3 (+2.0% prior), household operations prices are 

down 0.5% q/q (+0.9% prior), clothing and footwear prices are down 0.1% (+1.0% 

prior), transportation is down 6.4% (+1.7% prior) with gas price influences, health 

care is down -1.2% (+1.6% prior), recreation/education/reading is up 0.5% (+4.5% 

prior) and alcohol/tobacco prices are down 0.3% (-0.5% prior). 
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The reason my estimate went too low for the month-ago seasonally unadjusted 

and year-ago CPI rates is that while we did get a mean reversion of the 

unusually stronger price jump in July, it wasn't as great as I figured it might 

have been. It’s also impossible to model or estimate in more concrete terms 

given little price data. Seasonally unadjusted prices jumped higher by 0.5% m/

m in July during what is normally a roughly flat month (0.44% m/m seasonally 

adjusted). August is normally flat as well but a higher than usual prior month 

could have shaken out more. Instead, August CPI m/m NSA was down only by 

-0.15%. So most of the big jump in July was retained versus my guesstimate 

that seasonally unadjusted prices might have mean reverted and dropped by 

0.4% m/m. That nevertheless still leaves Q3 inflation pressures subsiding from 

the Q2 acceleration across categories. 

Risks to the BoC outlook therefore remain worthy of considering as data 

rolls in. For now, the BoC continues to face little pressure to alter a data 

dependent bias, although that still might change later if inflation evidence at the 

margin continues to roll. With year-ago core inflation still averaging 2% y/y, 

Canada doesn’t have the undershooting issues that other central banks 

like the Fed and ECB face, at least for now. Stronger reported wage 

growth (if you can find all those folks who are getting what StatsCan says 

they’re getting…) than in the US in the context of booming Canadian job 

markets might have people willing to pay more, at least for now. An economy 

at capacity is also consistent with inflation on target, although the US is in 

excess demand conditions and below it’s the Fed’s inflation target. Canada 

also faces a very different currency dynamic to the Fed’s strong USD. There 

are also idiosyncratic issues north of the border. 

One of those issues is what is happening with mortgage interest costs at least 

for a time. Canada has a very different mortgage market than the US. 

Mortgage interest is the single biggest weighted upside contributor to Canadian inflation in year-ago terms (chart 3). The 3 ½% 

weight on the 8% y/y rise is adding about 0.3 percentage points to the year-ago headline rate. How can this be when fixed 

mortgage rates have been falling? One plausible explanation concerns the lagged effects of the BoC’s tightening cycle over mid-

2017 to late 2018. This effect should be transitory and soon overwhelmed by the opposite downward pressure brought on by 

borrowers moving into fixed rates that have sharply fallen this year. I would think this effect should be reversing into 2020 and 

taking at least a quarter point out of CPI with it. 

Risks going forward remain significant in that downside risks to growth could widen spare capacity and challenge the target into 

next year, but for now, the BoE has time and data dependency on its side. I find that the BoC has cherry-picked some of the then 

and now comparisons between current conditions and when it cut rates in 2015. What Deputy Governor Schembri’s speech and 

press conference on September 5th did not mention in doing the comparison is that the starting point on the policy rate was 

materially lower before they began easing in January and July of that year, and obviously that someone with the initials D.T. wasn’t 

a disruptive factor to world commerce that raised uncertainty over the outlook and dampened world growth. Those are two huge 

omissions in the comparison of the two periods that bear consideration as higher frequency data and external developments 

continue to be monitored. 
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